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CONSCRIPTION OF INCOME 

BY CHABLES J. BULLOCK 



An effort has been made to commit the United States 
to the policy of financing the war exclusively by taxation. 
It is seriously contended that, except for such funds as are 
immediately needed, the whole expense should be met by 
increasing taxation to whatever extent may prove neces- 
sary. This is supposed to be entirely practicable and is 
claimed to be the only plan consistent with social justice. 
Under the euphonious name of " conscription of income " 
it has gained numerous adherents, and therefore requires 
careful examination. ' 

The first argument in favor of this proposal is that, 
except in so far as a country can borrow money abroad 
and with it purchase supplies in other lands, the whole bur- 
den of war must in any event be met as it goes along 
whether we resort to loans or to taxation. The real cost of 
war consists of the food, clothing, arms, munitions, and the 
like, that must somehow be purchased and then consumed in 
military operations. This burden cannot be passed along to 
the next generation, but must be borne day by day as the 
war proceeds. Why not, then, finance it exclusively by taxes 
and avoid the delusion that by employing loans we are in 
fact passing any part of it on to our successors ? 

Such reasoning, so far as it goes, is correct. But it does 
not reckon with all the factors in the problem. It deals 
only with the real costs of war conceived in terms of material 
commodities, and ignores the distinction between these real 



•This plan was brought forward by Professor O. M. W. Sprague in an 
article published in The New Republic, February 24, 1917. It is advocated 
in a memorial issued by Professor E. D. Durand and other economists under 
date of April 4, 1917. It has also been given wide publicity by Amos Pin- 
chot and others, designating themselves " The American Committee on War 
Finance." 
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costs and the money costs into which they must be trans- 
lated before we can reason in terms of actual life. We can- 
not take it for granted without careful investigation that, 
in a complex state of society where business is transacted 
by an intricate system of exchange based upon the insti- 
tutions of money and credit, it is possible for a government 
by means of taxation to transfer abruptly, let us say 
$5,000,000,000, from the pockets of taxpayers to the firing 
line without producing undesirable results, and perhaps dis- 
aster. It is as if an engineer who wished to gather up a 
vast supply of water from distant sources and convey it to 
a reservoir in a great city should conclude that it was merely 
a matter of transferring so many gallons of water from 
one point to another, and should give no thought to the 
sources from which the supply was drawn or to the appa- 
ratus through which it was distributed. 

The question is one of the proper distribution of strain 
upon a complicated business mechanism which is now 
adjusted to work in certain ways and can be altered only 
gradually if we would avoid disaster. There are in the 
United States many people who have capital to lend, and can 
readily arrange to have still more within a short time if the 
Government resorts to loans. Borrowing from such persons 
will exert a certain strain upon our economic organization 
because what the Government borrows will not be available 
for investment in industry. There are certain other people 
who have large incomes of which a part would ordinarily be 
spent for personal consumption, and a part must be invested 
if industry is to go on. The smallest immediate strain would 
probably be occasioned by borrowing from the free capital of 
the business community. We can, however, without disturb- 
ance to industry, levy heavy taxes which will reach income 
that would otherwise be devoted to personal consumption, 
and we can steadily increase the amount of such taxation as 
time goes on. The most serious strain is that which would 
arise from " conscripting " income that would otherwise be 
devoted to the maintenance and development of industry; 
and this we should seek to minimize, even though we may 
not be able wholly to avoid it. The whole machine must be 
readjusted if a long war is to be financed, and we shall wreck 
it if we apply undue pressure at the wrong point, especially 
during the first year. 

The second argument for exclusive reliance upon taxa- 
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tion is that public loans are likely to lead to inflation which, 
of course, will increase the cost of living and the cost of con- 
ducting the war. When bonds are floated, credit is extended 
by banks to subscribers, and the securities, when issued, be- 
come collateral for loans. Thus, public borrowing leads to 
an expansion of bank credit, and tends to raise the general 
level of prices. That this may happen to some extent can- 
not be doubted; but it is to be remembered that such loans 
must presently be repaid, and that many borrowers will econ- 
omize in expenditures in order to make such payment. To 
the extent that this occurs, private expenditures will be cur- 
tailed and the credits given by banks will be canceled with- 
out causing inflation. Furthermore, it is not to be overlooked 
that, in view of the large demand for food and other com- 
modities during the next year, it is desirable that produc- 
tion shall be kept at a maximum, and that higher prices will 
conduce to this result. The evil, then, is not so great as 
might be supposed, and has important compensations. 

Moreover, it is certain that the policy of exclusive tax- 
ation presents its own difficulties and dangers. Even if loans 
were wholly avoided, such things as food, fibers, leather, min- 
erals, and the like are going to be in extraordinary demand 
and will inevitably command high prices. Luxuries might 
sell at lower figures if inflation were wholly avoided, but 
most necessities cannot fail to be relatively scarce and there- 
fore dear. Price regulation may help at this point; but this 
we shall probably have in any event, and it is not conditioned 
upon any particular plan of finance. A serious danger of 
the proposed scheme would be that it is improbable that any 
system of taxation would raise the amount of money re- 
quired, so that the Government would be compelled sooner 
or later to supply the deficiency in other ways. If it recog- 
nized the situation in time and promptly adopted a well-con- 
sidered system of permanent loans, all might still be well; 
but if it should be reluctant to admit the failure of its plan, 
it would not improbably resort to temporary financing which 
is precisely the kind that entails the greatest danger of 
inflation. Moreover, if by any chance excessive taxation 
had meanwhile thrown industry out of gear, the Gov- 
ernment would be less able to inaugurate a system of per- 
manent loans than it is today when all conditions are reason- 
ably favorable for borrowing. Between the inconvenience 
of such inflation as may arise from a well-considered loan 
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policy adopted at the outset, and the danger of a temporiz- 
ing, makeshift policy., adopted to supply deficiencies of tax 
revenue, there is no doubt which alternative we should 
choose. It is far better at the beginning to build our financial 
structure upon two bases, taxation and permanent loans, 
with the intention of increasing the former and decreasing 
the latter as the war goes on, and with the determination 
at all hazards to minimize our use of temporary loans. 

The third argument in favor of the exclusive taxation 
policy is that it is necessary in order to secure equality in the 
treatment of property and human life. Since we are going 
to conscript many men for service at the front where some 
of them must sacrifice their lives, it is argued that we must 
similarly conscript the wealth required for war expenditures 
rather than obtain it from loans attracted by the lure of 
interest. Conscription of income is declared to be the logical 
accompaniment of conscription of men, and loans are held to 
be contrary to the plainest dictates of justice. 

If this were merely another way of stating, although with 
unnecessary circumlocution, that in time of war every citizen 
should hold his life and property at the disposal of the Gov- 
ernment, we could accept it as entirely true and also entirely 
useless as a principle of war finance. The sacrifice of life 
and the sacrifice of property are things essentially disparate, 
to which the idea of equality is wholly inapplicable. To 
men who lose their lives at the front we can offer nothing 
but grateful remembrance and suitable provision for those 
whom they leave behind. Upon those who stay at home we 
must impose the duty of providing the necessary supplies, 
but we can derive no rule of contribution from a com- 
parison of the two kinds of sacrifice. In fact, to attempt to 
do so would lead to a wrong conclusion. If the national 
treasury is to be well supplied during a long war, it is nec- 
essary that industry should prosper and that production 
should be as large as possible. "What we need is a plan 
of finance that will make the best provision for supply- 
ing the Government with the material resources which 
it needs. If conscription of income or property will best 
accomplish this, it should be resorted to. But if it would 
tend to disorganize industry and dry up the sources of 
future revenue, we should carefully avoid it. This is the 
only point entitled to consideration, and we merely darken 
counsel with words and run the danger of perverting it with 
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class prejudice if we raise the issue of life against property. 
What we need is the safest, surest, and most efficient plan 
of war finance ; that is what should accompany conscription 
of men, and that is the only real service those who stay at 
home can offer to those who go to the front. 

Underlying some of the arguments in favor of conscrip- 
tion of income is an assumption, which frequently crops out 
in discussions of the war, that the fighting has got to be 
done by the poor and that the rich are not likely to do their 
share. Thus the American Committee on War Finance, in 
its advertisement of April 1st, asserts that the poor man 
" will do the bulk of the fighting; because he forms the 
bulk of the population." This is literally true, but is not 
inconsistent with the further assertion that the rich, propor- 
tionately to their numbers, will do as much fighting as the 
poor. If we do not wish to divide our counsels and weaken 
our forces at the very outset, we must proceed upon the 
assumption that this is a war of the whole American people. 

It is permissible, indeed, to distinguish between those who 
go to the front and those who stay at home, but the former 
will not include a disproportionate number of the poor or the 
latter a disproportionate number of the rich. Financing 
the war by taxes levied chiefly or exclusively upon the rich 
would in no way secure equality in the treatment of life and 
property. The rich who are called to the front would under 
this plan have their income as well as their service con- 
scripted, and the poor who stay at home would contribute 
neither money nor military service. If it is desired to levy 
upon those who stay at home a tax that shall compensate 
for their failure to render military service, the proper ex- 
pedient would be a military compensation tax such as has 
long been imposed by Switzerland and some other countries. 
This should be levied upon rich and poor alike, upon the basis 
of income, without exemption of any description whatever. 

Adequate consideration of the proposal to conscript in- 
come presupposes a definite plan of conscription. The Amer- 
ican Committee on War Finance proposes a graduated in- 
come tax which " will permit of no individual retaining an 
annual net income in excess of $100,000, during the war." 
Other plans suggest tentatively the conscription of substan- 
tially all war profits and the increase of the income tax to 
rates resembling those proposed by the Committee on War 
Finance. All of the plans agree in proposing practical con- 
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fiscation of large incomes, though some make a place for 
other taxes, chiefly upon luxuries. Since most of these pro- 
jects must be regarded as tentative, it would be unfair to 
attempt any more precise statement of them, so that I can 
only invite attention to the general principles involved. I 
shall, therefore, assume that it is proposed to conscript — that 
is, to appropriate by taxation — substantially all war profits 
and substantially all income in excess of a certain amount 
which might be $100,000 or perhaps a somewhat larger figure. 

The first difficulty with these proposals is that they ignore 
the fact that, in order to be permanently fruitful of revenue, 
taxation must rest upon a prosperous state of industry. The 
last thing to be desired at this time is to check enterprise and 
decrease the volume of production. It is necessary, indeed, 
to diminish the output of things not needed for the prosecu- 
tion of the war and the subsistence of our own people or the 
people of the countries with which we are allied. But, so far 
as consistent with this main purpose, it is important that 
industries shall prosper and produce revenue both for their 
proprietors and for the tax-gatherer. We are passing from 
a condition of peace to a condition of war, and face a trying 
period of readjustment. While the house must be put in 
order, we should avoid precipitate action which will cause un- 
necessary distress. A member of the Advisory Commission 
of the Council of National Defense has already felt obliged to 
issue a warning upon this point, in which he reminds us that : 
" Business must be increased, labor employed, and the coun- 
try kept going strongly ahead as a successful economic ma- 
chine." And he adds: " We must have successful indus- 
tries if successful tax levies are to be received." x 

In this state of affairs we do not want precipitate read- 
justments enforced by excessive taxation. Plans for the 
year 1917 were entered upon many months ago and commit- 
ments have been made which cannot be suddenly changed 
without serious consequences. Equipment has been pur- 
chased, materials have been bought, and loans have been con- 
tracted. These conditions simply cannot be ignored; and, 
therefore, moderation is necessary in the levy of war taxes 
during the year 1917. A year hence heavier taxation will be 
possible; and, if the war continues for a third year, still 
heavier taxes can be imposed. But this year, at least, we 
must make extensive use of loans, and thereafter we must 

' Statement issued by H. B. Coffin, April 10, 1017. 
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be guided by conditions as we find them and not by a Pro- 
crustean theory of war finance. No one knows today the 
probable needs of the Government or the limits to which 
future taxation can be safely carried. All that can be wisely 
done is to levy immediately such additional taxes as can be 
imposed without injury to industry. 

The second difficulty with conscription of income is that 
taxable and disposable income are not identical terms. When 
it is proposed to conscript incomes in excess of some such 
figure as $100,000, it is taken for granted that the funds thus 
obtained Would otherwise be expended for personal consump- 
tion, very largely upon articles of luxury ; or, in other words, 
that these funds would be taken from disposable income 
which the recipients would otherwise be free to consume with- 
out diminishing their capital and impairing their ability to 
pay taxes in subsequent years. This is far from the truth. 

Taxable net income, as defined by law and determined by 
the Bureau of Internal Revenue, includes a large amount of 
so-called income which must be set aside to allow for depre- 
ciation and obsolescence. Some provision is indeed made 
for these items, but it is usually less than any prudent man- 
ager would set aside for the purpose. This is true so far as 
I can ascertain of all income taxes, and is not peculiar to 
our own. It is probably due to the impossibility of making 
adequate allowance without opening the door to intolerable 
abuse. The course which governments follow may be en- 
tirely correct as a matter of practical tax administration ; at 
any rate, I believe it to be so, and what I have just said im- 
plies no criticism of the prevailing income tax practice. We 
must simply regard it as one of the inevitable limitations of 
income taxation, that governments habitually tax a certain 
amount of income which in any well-managed concern will be 
set aside for depreciation and obsolescence. 

In the next place, taxable net income .includes in many 
cases items which are not income at all, but merely represent 
replacement of capital. This is true of dividends upon min- 
ing stock which, as everyone knows, must include repayments 
of the capital originally invested. It is true also of many 
adventures, of which stock speculation is the best illustration, 
which in some years show profits and in others losses. In 
determining taxable income, the losses of any year may be 
deducted from the gains of the same year, but it is not pos- 
sible to carry a running account in which the net losses of the 
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bad years are deducted from the net profits of the good. 
Therefore, in every good year governments tax as income 
certain amounts of so-called revenue which over a series of 
years must offset losses of part of the adventurer's capital. 

In the third place, after full allowance is made for depre- 
ciation, obsolescence, and the losses of bad years, no business 
man can treat the whole of the remaining profits as dispos- 
able income. Some part, and usually a considerable part, 
must be plowed back into the business if the concern is to 
prosper. Twenty per cent, is perhaps the minimum that 
should be turned back, and our best managed enterprises 
habitually appropriate much more than this percentage. 

In the fourth place, many taxpayers are already commit- 
ted to new enterprises or to the extension of old ones ; they 
have already entered upon plans calling for continuous ex- 
pansion over a period of years, and may be seriously embar- 
rassed if our taxation policy confuses taxable net income with 
disposable revenue. In not a few cases they have borrowed 
some part of the money needed for extensions, expecting 
gradually to repay their loans out of profits. Obviously, 
Procrustean taxation will make such repayment impossible 
" during the war," and may compel bankers to extend such 
loans for an indefinite period, thus immobilizing the re- 
sources of the banks, which now, if ever, should be kept 
liquid. 

In the fifth place, the credit of an individual or a business 
concern depends in some measure upon disposable income. 
Most loans now outstanding are going to be repaid in the 
ordinary course of business or by the sale of securities held 
as collateral, and only a small part may be repaid out of cur- 
rent profits. But a person with disposable income enjoys 
better credit than one who is known not to be making money, 
and a man or business concern whose income had been con- 
scripted would certainly fall in the latter category. Men of 
wealth are often heavy borrowers, and many of them are al- 
ways committed to new enterprises for which they have con- 
tracted loans that they expect to repay out of profits. If 
such profits were conscripted, these loans could be repaid 
only by liquidation. 

When these considerations are taken into account, it be- 
comes evident that, if our industries are to prosper, the tax- 
ation of large incomes must be confined within reasonable 
bounds. Our present taxes undoubtedly admit of immediate 
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increase; it will be possible to raise them still higher in the 
second year of the war; then, if no injurious results have 
developed, they can be raised to still higher figures. But 
time must be allowed for the inevitable readjustments tax- 
payers will have to make, and precipitate action will cer- 
tainly cause disastrous consequences. 

Not only is taxable net income not disposable income, — 
either for the taxpayer or for the Government, — but it is cer- 
tain that excessive income taxation in whatever form or 
forms it may be employed has other important limitations 
which cannot be safely ignored. The first of these is that 
an income tax exempts from contribution property that does 
not yield an income, and therefore creates a special induce- 
ment to invest in such property. If the rate of the tax is 
heavy, this inducement obviously becomes very great, and 
long before the point of conscription is reached it becomes 
overwhehning. There can be little doubt that since 1913 the 
income taxes levied by the United States and certain of the 
commonwealths have stimulated the demand for stocks of 
corporations which are not yet paying dividends, but are 
believed to have a promising future. Between a speculative 
profit which can be taken after the war and a regular income 
which is going to be conscripted as long as the war lasts, 
there can be no doubt where the choice will fall if a person 
is of a speculative turn of mind. 

The importance of this consideration can hardly be 
exaggerated. There may be some surer means of checking 
the utilization of undeveloped resources and discouraging 
latent enterprise than the plan of conscripting income above 
a certain amount, but it would be difficult to devise any form 
of taxation that would more certainly produce such results. 

The second limitation upon income taxation is that diffi- 
culties of administration multiply as the rate is increased. 
There is not only the danger of legal avoidance and illegal 
evasion, which under favorable conditions can be minimized, 
but there is also the difficulty of determining precisely what 
the net income of a taxpayer is. With the good will and co- 
operation of the taxpayer, this difficulty is seldom serious, 
but when conscription of income is undertaken it may easily 
become very great. Our present income tax is successfully 
administered; and with amendment at certain points would 
be able to stand the strain occasioned by higher rates. I 
shall be greatly surprised, however, if the Bureau of Internal 
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Revenue, with its knowledge of the practical conditions that 
must be faced, advises the introduction of a conscriptive tax. 
The third limitation is common to all forms of taxation. 
Unless a government desires to destroy the object taxed, the 
rate of taxation must not be raised to a prohibitive figure; 
while if the purpose in view is to procure the maximum rev- 
enue for a series of years, the tax rate must be kept within 
reasonable bounds. Society is now organized upon the basis 
of private property and individual enterprise ; and, so long 
as this arrangement continues, industry must yield a profit 
if there is to be a large income for the Government to tax. 
In an emergency like this we can rely to a certain extent upon 
patriotism, and to a certain extent upon the penalties of the 
law. But nothing except the prospect of profit will call forth 
that degree of enterprise and efficiency which is necessary if 
private revenues are to be large and both public and private 
wants are to be fully supplied. 

Charles J. Bullook. 



